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REPORT ON INTERNAL CONTROIL, OVER FINANCIAL REPORTING AND ON
COMPILIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Legislative Post Audit Committee
Kansas State Legislature

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State of Kansas (the State) as of and for the year ended June 30, 2005, which collectively
comprise the State’s basic financial statements and have issued our report thereon dated December 23, 2005.
We did not audit the financial statements of the various component units of the six state universities which
represent 33 percent and 27 percent, respectively, of the assets and revenues of the aggregate discretely
presented component units. Those financial statements were audited by other anditors whose reports thereon
have been furnished to us, and our opinion, insofar as it relates to the amounts included for the component
units of the six state universities in the aggregate discretely presented component units, is based on the
reports of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

~ Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State's internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting. Our consideration
of the internal control over financial reporting would not necessarily disclose all matters in the internal
control that might be material weaknesses. A material weakness is a reportable condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively low level the
risk that misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not éxpress such an opinion. The
results of our tests disclosed instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and which are described in the accompanying schedule of findings
and questioned costs as Finding Nos. 05-1 through 05-6. We also noted certain additional matters that we
reported to management of the State in a separate letter dated December 23, 2005,

This report is intended solely for the information and use of the State of Kansas Legislative Post Audit

Committee, management, Federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Legislative Post Audit Committee
Kansas State Legislature -

Compliance

‘We have audited the compliance of the State of Kansas (the State) with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to each of its major federal programs for the year ended June 30, 2005. The State's major
federal programs are identified in the summary of auditor's results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations, contracts and grants
applicable to each of its major federal programs is the responsibility of the State's management. Our
responsibility ig to express an opinjon on the State's compliance based on our audit.

The State’s basic financial statements include the operations of the six state universities, whose various
component units received federal awards which are not included in the schedule of expenditures of federal.
awards during the year ended June 30, 2005. Our audit, described below, did not include the operations of
the various component units of the six state universities because the university component units engaged
other anditors to perform audits in accordance with OMB Circular A-133. The schedule of expenditures of
federal awards does include the federal awards received by Kansas Housing Resources Corporation, a
component unit of the State.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about the State's
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination of the State's compliance with those requirements.

In our opinion, the State complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2005, However, the results of
our auditing procedures disclosed instances of noncompliance with those requirements that are required to be
reported in accordance with OMB Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as Findings Nos. 05-1 through 05-6.
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Internal Control Over Compliance

The management of the State is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the State's internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which
the design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants
cansed by error or fraud that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over compliance and its operation
that we consider to be material weaknesses. '

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State as of and for the year ended June 30, 2005, and have issued our report thereon dated
December 23, 2005. Our audit was performed for the purpose of forming opinions on the financial
statements that collectively comprise the State’s basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by OMB Circular
A-133 and is not a required part of the basic financial statements. Such information has been subjected to
the anditing procedures applied in our audit of the basic financial statements and, 10 our opinion, is fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole. The federal
awards of the State’s component units are included in the single andits of those agencies and therefore the
accompanying schedule of expenditures of federal awards does not include these federal awards.

This report is intended solely for the information and use of the State of Kansas Legislative Post Aundit

Committee, management, federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than those specified parties.
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STATE OF KANSAS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2005

Basis of Accounting

Except for certain noncash federal award programs, the accompanying schedule is presenied on a
cash basis of accounting. Commodity food distribution is presented at the value assigned to the
commodities by the federal granting agency. Food stamps are presented on the basis of the
redeemable value of the food stamps distributed. Higher Education Act insured loans and revolving
fund loans are presented on the basis of the amount of loan awards.

Student Financial Assistance Programs

Federally funded student financial assistance programs are administered for the State of Kansas by
the various Board of Regents institutions. The programs at each institution are administered
separately from those of any other institution. Total fiscal year 2005 expenditures for each program
are presented below:

CFDA #

84.007 Federal Supplemental Education Opportunity Grants § 1,896,433
84.032 - Federal Family Education Loan Program 131,778,280
84.033 Federal Work-Study Program 3,476,191
84.038 Perkins Loan Program-Federal Capital Contributions 4,320,990
84.063 Federal Pell Grant Program 43,327,490
84.268 Federal Direct Student Loans Program 89,355,937
93.342 Health Professions Student Loans, Including Primary

Care Loans/Loans for Disadvantaged Students 829,337
03.364 Nursing Student Loans 274,179
93.925 Scholarships for Health Professions Students from

Disadvantaged Backgrounds 114,717

Federa! Family Education Loans, Federal Direct Student Loans Program, and Health Professions
Student Loans are made by financial institutions rather than by the educational institution.
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STATE OF KANSAS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
(Continued)

Year Ended June 30, 2005

Revolving Loan Fund

The Community Development Block Grant (administered by the Kansas Department of Commerce),
the Water Pollution Control Revolving Fund and the Public Water Supply Loan Fund (both
administered by the Kansas Department of Health and Environment) are revolving loan funds. The
value of the loans associated with these programs is summarized as follows:

CFDA July 1, 2004 : June 30, 2005
Number Balance New Loans Repayments Balance

Community Development

Block Grant Loans 14.228 $ 17,396,095 $ 3,052,527 5 4824711 $ 16,523,911
Water Pollution Control

Revolving Fund 66.458 442,172,697 57,940,654 25,014,222 475,099,129
Public Water Supply

Loan Fund 66.468 145,791,069 50,024,965 6,892,399 188,923,635
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STATE OF KANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the Fiscal Year Ended June 30, 2005

Part I - Summary of Auditor's Results
Financial Statements
- Type of auditor’s report issned:

Internal control over financial reporting:
Material weakness(es) identified
Reportable conditions identified that are not

considered to be material weaknesses

Noncompliance material to financial statements noted:
Federal Awards

Type of auditor’s report issued on compliance
for major programs:

Internal control over major programs:
Material weaknesses identified
Reportable conditions identified that are not considered
to be material weaknesses

Audit findings disclosed that are required to be reported
in accordance with section 510(a} of Circular A-133

Identification of the State's major programs:

Name of Federal Program

Child Nutrition Cluster

Child and Adult Care Food Program

Workforce Investment Act (WIA) Cluster

Highway Planning and Construction Cluster

Capitalization Grants for Clean Water State Revolving Funds

Capitalization Grants for Drinking Water State Revolving Funds

Title 1 Grants to Local Educational Agencies

Special Education Cluster

Vocational Education - Basic Grants o States

Child Care and Development Block Grant Cluster

Center for Disease Control and Prevention- Investigations and
And Technical Assistance

Medicaid Cluster

Homeland Security Cluster

Public Assistance Grants

-18-

Unqualified

None
None reported

None

Unqualified

None

None reported

Yes

CIDA Number

10.553, 10.555, 10.556, 10.559
10.558 ,
17.258, 17.259, 17.260
20.205, 23.003

66.458

66.468

84.010

84.027, 84.173

84.048

93.575, 93.596

93.283
93.775,93.777,93.778
97.004, 97.067

97.036




STATE OF KANSAS

.SCHEDULE OF FINDINGS AND QUESTIONED COSTS
{Continued)

Part I - Summary of Anditor's Results (Continued)

Dollar threshold used to distinguish between Type A and
Type B programs $11,322,507

Auditee qualified as a low risk auditee? Yes

Part II - Financial Statement Findings

None,
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STATE OF KANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Part ITI -Findings and Questioned Costs for Federal Awards
Finding No. 05-1
Federal Program —Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — In our claims testwork during the fiscal year 2004 audit, we noted that the MMIS system
contained no controls to limit the number of surface repairs paid per tooth to dentists. No similar issues were
noted during current year claims testwork; however, as of June 30, 2005, no controls had been implemented.

Criteria — The MMIS system normally includes edits and controls that identify unusual items, including
safeguarding unnecessary utilization of care or fraudulent claims, for follow up. The State utilizes the
MMIS system to ensure proper payment of submitted claims.

Effect — A dentist may file an illegitimate claim for more surface repairs on a tooth than the number of
surfaces that are actually on a tooth.

Questioned Costs — None.

Recommendation —In 2004, we recommended that the State implement controls in the MMIS system that
limit the number of surface repairs a dentist can claim on a specific tooth letter or number.

Auditee Contact —Mary S. Hoover, CPA, CITP, CIA, CGFM, Chief Audit Executive/Director, Department
of Social and Rehabilitation Services, Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — New MMIS Policies (E2005-34, 35, 36 and 37)

include tooth surface limitations. The surface limitation portions for these policies are scheduled to be
implemented in spring 2006.

-20-




STATE OF KANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Finding No. 05-2
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — During the eligibility testwork, we noted that for one beneficiary of twenty-three tested, the
2005 application was not present in the beneficiary file. The most recent application is part of the required
documentation in accordance with OMB Circular A-133 "Eligibility" compliance requirement.

Criteria — According to the OMB Circular A-133 Compliance Supplement, the State must "require a written
application signed under penalty of perjury and include in each applicant’s case records facts to support the
agency’s decision on the application”. Although the beneficiary's eligibility was confirmed by other sources,
each Medicaid beneficiary file should contain the most recent documentation for the eligibility
determination.

Effect — Benefits could be provided to ineligible beneficiaries.
Questioned Costs — None.

Recommendation — We recommend that the State implement procedures that would include a detail review
of all Medicaid beneficiary files to ensure that the files are complete and support eligibility determinations.

Auditee Contact — Mary S. Hoover, CPA, CITP, CIA, CGFM, Chief Audit Executive/Director, Kansas
Department of Social and Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) —

Background:

This particular beneficiary is an SSI recipient and has been receiving Medicaid coverage under this category
for several years. Although an SSI recipient does not need to recertify Medicaid eligibility annually, the
initial application is to be retained in the case fils. This application could not be located.

The medical case was initially open in the SRS Service Center. Case maintenance responsibility for the
case was transferred to the Heal_thWave Clearinghouse in 2001.

‘We believe the root cause of the finding is related to the case transfer process. The corrective action plan is
focused on evaluating and clarifying the case transfer protocol.

Process and Timeline:

1. By July 1, 2006 - Form a small workgroup to address the case transfer process. The workgroup will
consist of central office staff from both DHPF and SRS, HealthWave Clearinghouse staff and SRS field
staff.

21- .




STATE OF KANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

2. By October 1, 2006 — The workgroup will review established policy and protocol regarding the case
transfer process to determine possible areas of improvement, make recommendations for changes to the
process and develop additional resources (such as forms or desk aids) to assist staff processing these cases.

3. By January 1, 2007 — Policies and procedures will be issued outlining protocol and expectations for both
the sending entity and the receiving entity.

2.




STATE OF KANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Finding No. 05-3
Federal Program — Child Care and Development Block Grant Cluster (CFDA No. 93.575, 93.596) |

Condition — For one of the five subrecipients selected for testwork, the most recent independent audit report
had not been obtained by the State for review. As of June 30, 2005, the most recent audit report received for
this subrecipient was for their fiscal year 2003.

Criteria — Per the OMB Circular A-133 Compliance Supplement and the State’s Subrecipient Monitoring
Policy, the State must obtain from their subrecipients the most recent independent audit report for review or
perform alternative monitoring procedures such as requesting a copy of the most recent GAS (Government
Auditing Standards) audit report or agreed-upon procedures report. The independent auditor report must be
submitted to the State within nine months of grantee’s fiscal year end.

Effect — Without the appropriate timely report, the State is unable to determine that all compliance aspects
were met. Also, should the subrecipients not be in compliance with the grant agreement, without a timely
report, the State is unable to take suitable action.

Questioned Costs — None.

Recommendation — We recommend that the State timely monitor subrecipient compliance with the
submission of independent auditor reports.

Auditee Contact — Mary S. Hoover, CPA, CITP, CIA, CGFM, Chief Audit Executive/Director, Kansas
Department of Social and Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — The recipient in question received awards from SRS
in the amount of $367,130 for the award period of 7/1/04 through 6/30/05. Under the SRS Recipient
Monitoring Policy, the recipient should have submitted an audit conducted in accordance with Government
Auditing Standards.

The Office of Audit and Consulting Services as well as SRS program staff have responsibility for ensuring
audit reports are submiited timely. The Office of Audit uses an Audit Tracking Module (ATM) to track
independent audit reports and whether they are submitted timely. Letters are sent when audits are due and
when they are late, The data about awards comes from the Procurements Services Unit (PSU) database of
grants, contracts and providers agreements. In this particular instance, the PSU database and the ATM both
showed that an award was not issued to the recipient for the year in question. However, detailed information
in grant files at the program level did show that this award was indeed issued and an independent report
should have been requested.
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To resolve this problem, the Office of Audit and Office of Accounting and Administrative Operations will
work together to determine solutions to the data entry issues with the PSU database. One option is to have
an individual perform a quality control function monthly and check that data entered into the system matches
award information sent from SRS program staff. Another option is to look at conirols within the system
itself and design them accordingly
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Finding No. 05-4
Federal Program — Special Education Cluster (CFDA No. 84.027, 84.173)

Condition — The minimum amount required to be earmarked by the State for Local Educational Agencies
(LEAs) based upon the relative population and poverty levels was not met.

Criteria — The OMB Circular A-133 Compliance Supplement specifies a minimum amount of funding that
must be earmarked by the State for LEAs based on the LEA’s student population and poverty level as a
percentage of the total student population and poverty level of the State. This amount was determined by the
United States Department of Education to be $231,677 for the year ended June 30, 2005. The amount
actually earmarked by the State of Kansas was $231,502, which is $175 less than the specified amount.

Effect — The affected LEAs are not being fully funded as stipulated by the OMB Circular A-133 Compliance
Supplement.

Questioned Costs — None.

Recommendation — We recommend that the State monitor the amounts earmarked for special education and
compare the amounts to the United States Department of Education grant award documents to ensure that
minimum funding requirements are met.

Auditee Contact — Ron Nitcher, Director of Fiscal Services and Operations, Kansas Department of Education

Agency Response/Corrective Action Plan (Unaudited) — We have developed and implemented a corrective
action plan to address this finding. In the future, our Student Support Services Team will compute each
LEA’s allocation. Once the allocations have been computed, they will be reviewed by our Fiscal Services
Team to ensure that each LEA receives its relative share of the state’s base allocation and population/poverty
allocation. In addition, the Fiscal Services Team will verify that the total amount of the base and
population/poverty allocations for all LEAs equal the amounts computed by the U.S. Department of
Education. After ensuring these amounts are correct, the Fiscal Services Team will notify the Student
Support Services Team that the allocations may be made available to LEAs. It is our intent to follow this
corrective action plan for all future years® grant awards, beginning with our allocation for the 2006-07 school
year.
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Finding No. 05-5
Federal Program — Homeland Security Cluster (CFDA No. 97.004 and 97.067)

Condition — The Kansas Highway Patrol is the pass-through entity for the Homeland Security Cluster.
During our testwork, we noted that, with the exception of approving purchases made by subrecipients, no
formal subrecipient monitoring process was in place to monitor the activities of its subrecipients.

Criteria — Per the OMB Circular A-133 Compliance Supplement, pass-through entities must establish a
monitoring process that should include on-site visits and implementing procedures that would ensure “that
subrecipients expending $300,000 ($500,000 for fiscal years ending after December 31, 2003 as provided in
OMB Circular A-133, as revised) or more in Federal awards during the subrecipient’s fiscal year have met
the andit requirements of OMB Circular A-133 and that the required audits are completed within 9 months
of the end of the subrecipient’s audit period, (2) issuing a management decision on audit findings within 6
months after receipt of the subrecipient’s audit report, and (3) ensuring that the subrecipient takes timely and
appropriate corrective action on all audit findings. In cases of continued inability or unwillingness of a
subrecipient to have the required audits, the pass-through entity shall take appropriate action using
sanctions.”

Effect — Subrecipients may not have been properly monitored and evaluated.
Questioned Costs — None

Recommendation — The Kansas Highway Patrol needs to develop a policy for monitoring its subrecipients
that includes regular on-site visits and ensuring that the required subrecipient audits were completed through
snch procedures as obtaining and reviewing copies of subrecipient andit reports for those subrecipients that
met the audit requirements of OMB Circular A-133.

Auditee Contact— Captain Mark Bruce, Homeland Security Operations Commander, Kansas Highway Patrol

Agency Response/Corrective Action Plan (Unaudited) — The Kansas Highway Patrol (KHP) currently, by
contract, obligates all subrecipients of Homeland Security Grant Program funds to comply with the
organizational audit requirements of OMB Circular A~133, Audits of States, Local Governments, and Non-
Prafit Organizations. In the future, the KHP will include a Single Audit Certification Letter as an addendum
to subrecipient contracts. This letter will require a subrecipient to indicate whether or not they are subject to
the provisions of OMB Circular A-133. If they are, we will require them to provide us with a copy of their
audit report within 30 days of its receipt. XHP staff will review the report and identify any findings or areas
of concern. KHP staff will provide follow-up in this regard to ensure appropriate corrective actions are
taken. Dependent upon the severity of problems identified in the audit, the KHP may freeze access to
funding until corrective measures are employed.
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The KHP recently developed an equipment monitoring program that will continue in the future. The first
phase in this program involves a site visit by KHP staff. During this visit, recipients must produce all
equipment with an original purchase price of $500 or more. In the future, equipment accountability will be
ensured through a combination of desk audits and site visits.
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Finding No. 05-6
Federal Program — Public Assistance Grants (CFDA No. 97.036)

Condition — Twenty of twenty-three subrecipients selected for testwork did not submit an independent audit
report or a letter stating they were not required to have an audit performed in accordance with OMB Circular
A-133, '

Criteria — According to the OMB Circular A-133 Compliance Supplement and the Kansas Department of
Emergency Management (KDEM)’s internal subrecipient monitoring policy, the pass-through entity (the
State) should receive andit reports from subrecipients required to have an audit in accordance with OMB
Circular A-133, issue management decisions on findings related to the program, and require the
subrecipients to take timely corrective action on any deficiencies identified.

Effect — Subrecipients may not be in compliance with the requirements of OMB and not be detected by the
pass-through entity.

Questioned Costs — None

Recommendation — A formal monitoring process should be implemented to frack subrecipients who have
received federal funding and determine whether or not they have provided the necessary audit
documentation. This would allow the State to monitor their subrecipients more closely and detect
subrecipient noncompliance.

Auditee Contact — Janice Harper, Comptroller, Adjutant General’s Department, State of Kansas

Agency Response/Corrective Action Plan (Unaudited) - A formal monitoring process will be implemented
to track whether subrecipients who have received federal finds from KIDEM have provided the necessary
andit documentation (independent audit report or a letier stating they are exempt from providing same) as
required by OMB Circular A-133. While only the Public Assistance grants were audited, KDEM is a pass-
through entity of federal funds for several other grants. The monitoring process has been designed to ensure
we meet subrecipient monitoring requirements for all such grants.

While some details have not yet been determined, the monitoring process should be substantially similar to
the following:

e If the entity receiving pass-through federal funds is another state agency, an independent audit

report or letter stating they are exempt from providing same will not be required since another state
agency is not a subrecipient but rather a fransferee.
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o Ifthe entity receiving pass-through federal funds is a county, an independent audit report or letter
stating they are exempt from providing an audit report will be required. Counties will be directed to
forward the report or letter to the KDEM Fiscal Office. The KDEM Fiscal staff will:

v log receipt of the audit report or exempt letter and related information into a spreadsheet
viewable by all KDEM staff;

v review the audit reports to detect subrecipient noncompliance and perform subsequent
activity necessary to resolve any identified deficiencies.

The respective Program Managers will be responsible for contacting subrecipients to re-request an
audit report or exempt letter if not timely provided to KDEM.

o If the entity receiving pass-through federal funds is a local unit of government other than a
county, an independent audit report or letter stating they are exempt from providing an audit report
will be required. Non-county local units of government will be directed to forward the report or
letter to the KDEM Public Assistance Office. The KDEM Public Assistance staff will:

v’ photocopy a page from the audit report which reflects the period covered by the audit report
or exempt letter to include in the applicant’s folder;

v' log receipt of the audit report or exempt letter and related information into a spreadsheet
viewable by all KDEM staff;

v’ contact subrecipients to re-request an audit report or exempt letter if not timely provided to
KDEM;

v forward the audit report or exempt letter to the KDEM Fiscal staff. Fiscal staff will review
the aundit reports to detect subrecipient noncompliance and perform subsequent activity
necessary to resolve any identified deficiencies

We anticipate this monitoring process will be in effect by June 1, 2006.
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Finding No. 04-1

Reportable Condition — We noted a certain matter involving the internal control over financial reporting and
its operation that we consider to be a reportable condition. Reportable conditions involve matters coming to
our attention relating to significant deficiencies in the design or operations of the internal control over
financial reporting that, in our judgment, could adversely affect the State’s ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial
statements.

The current accounting system utilized by the State was designed to provide information primarily related fo
budget compliance. Consequently, the system is designed to record cash transactions and unliquidated
encumbrances and generally omits noncash assets and liabilities. As aresult, management must convert cash
basis information to both modified accrual and full accrual information for the annual financial report.

Management has developed and documented the policies, procedures and methodology for the required
conversions which is accomplished through a complex database.

We noted numerous undetected errors in draft financial statements.

Criteria - The process used in the preparation of the audited financial statements should include internal
controls over the summarization of financial data that would detect material misstatements in the financial
statements.

Cause — Draft financial statements are not reviewed by personnel with the required technical kmowledge of
GAAP reporting. Additionally, financial statement amounts are not reconciled to the appropriate
collaborating data.

Effect — No known material effect on the financial statements. However, the propriety of underlying account
balances may be questioned. |

Questioned Costs — None.
Recommendation — The financial statements should be reviewed by personnel with the required technical

knowledge of GAAP reporting. Amountsin the financial statements should be reconciled to the supporting
data.

Auditee Contact — Robert Mackey, Director of Accounts and Reports, Department of Administration
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Agency Response/Corrective Action Plan (Unaudited) — This is the third consecutive year (FYs 2002, 2003
2004) that the Division of Accounts and Reports (A&R) has prepared a Generally Accepted Accounting
Principles (GAAP) compliant Comprehensive Annual Financial Report (CAFR) using the new reporting
model required by Statement 34 of the Governmental Accounting Standards Board (GASB). Prior to this,
the State’s financial statements were prepared on a cash basis. Thus, the State “went GAAP” and began
using the new reporting model in the same year (FY 2002). During this short period of time the Financial
Integrity Team (FIT), who prepares the report, has experienced repeated and significant turnover. This was
especially true during the past year when two of the three (67%) persons directly involved in the preparation
of the FY 2003 report were no longer employed by A&R during the preparation of the FY 2004 report. This
included the team leader of the team who had held this position for over twenty years. This was an
underlying factor in most of the challenges experienced this year, Another GAAP knowledgeable staff
person has been borrowed from another A&R team the past two years. This person will not be employed by
A&R next year due to retirement in March 2005. This will be another key loss.

Staff continuity and retention are the two most critical factors in successfully preparing a GAAP compliant
CAFR each year. There are numerous complex issues which must be addressed each year and data for the
CAFR is obtained from a variety of dissimilar sources including: the statewide central accounting system
(STARS); the State Treasurer; state agencies via accounting data surveys; audited CAFRs from certain state
agencies, including CAFRs from 23 Regents’ university component units in FY 2004; and implementation
of additional GASB statements each year as required.

Retaining key staff is paramount in building the optimum level of skills and experience required for the
annual preparation of the CAFR. A&R continues to explore ways to build knowledge experts through

education and experience and to retain them for an extended period of years.

Follow-up — During the current year, management took corrective action and implemented appropriate
controls over the financial statement process.

-31-




STATE OF KANSAS

FOLLOW UP ON PRIOR AUDIT FINDINGS
(Continued)

Finding No. 04-2
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — During our claims testwork, we noted that the MMIS system contains no controls to limit the
number of surface repairs paid per tooth to dentists.

Criteria — The MMIS system normally includes edits and confrols that identify unusual items, including
safeguarding unnecessary utilization of care or fraudulent claims, for follow up. The State utilizes the
MMIS system to ensure proper payment of submitted claims.

Effect — A dentist may file an illegitimate claim for more surface repairs on a tooth than the number of
surfaces that are actually on a tooth.

Questioned Costs — None,

Recommendation — We recommend that the State implement controls in the MMIS system that limit the
number of surface repairs a dentist can claim on a specific tooth letter or number.

Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Kansas Department of Social and -
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — This condition was brought to the attention of the
SRS Program Manager who will initiate the appropriate procedure to limit the number of surface repairs paid
per tooth to dentists.

Follow-up — New MMIS Policies (E2005-34, 35, 36 and 37) include tooth surface limitations. The surface

limitation portions for these policies are scheduled to be implemented in spring 2006. As a result, this
finding is repeated for the fiscal year ended June 30, 2005 and is reported as Finding No. 05-2.
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Finding No. 04-3
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — During our Medicaid claim testing, we noted that a dentist and the clinic at which the dentist
was employed both submitted a claim for the same procedure and both claims were paid through the
Medicaid Management Information System (MMIS) system.

Criteria — The State utilizes the MMIS system to ensure proper payment of submitted claims, including
ensuring that no duplicate payments are made. Both professionals and the clinics at which they are
employed may apply for provider numbers.

Effect — One claimant of the twenty-three in the sample selected (or approximately 4.4%) was overpaid by
$269. A number of Medicaid providers could be submitting claims and receiving duplicate payments if both
they and the clinics at which they are employed submit duplicate claims.

Questioned Costs — $8,134,063 (includes $269 of known questioned costs and $8,133,794 of likely
questioned costs ($269 lnown errors divided by $114,839 of Medicaid claim payments during State fiscal
year 2004 in our sample population multiplied by $3,472,407,331 of total population Medicaid claim
payments during State fiscal year 2004).

Recommendation —In order to ensure that Medicaid claim payments are not duplicated, we recommend that
the State implement controls in the MMIS system to identify duplicate claims.

Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Kansas Department of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — This condition was previously identified during a
Surveillance and Utilization Review. The system currently has edits in place that are specific to dental that
monitors claims for “Exact Duplicate” and “Suspect Duplicate.” Both of these edits are currently set to
suspend to allow the clerk to check for related claims for the same service, same date of service, same
providers, or different providers.

Follow-up — This edit did suspend in October 2004. This allows the resolution suspense examiner to review
the claim for presence of duplicate services being billed. Ifthe services being billed are actually a duplicate

of a previously submitted claim, the second claim submitted will be denied, regardless of provider.

The Division of Health Policy and Finance indicates that the $269 due back to CMS was adjusted on the
9/30/05 quarterly CMS 64, Quarterly Medicaid Expenditure Report
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Finding No. 04-4
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — The PSC 272A, Federal Cash Transaction Report was incorrectly filed for the quarter ended
6/30/04. The cumulative amount of cash drawdowns is prepared on a worksheet from the CMS 64,
Quarterly Medicaid Statement of Expenditures. The CMS 64 worksheet contained incorrect expenditure
amounts, which resulted in errors on the PSC 272A.

Criteria — The PSC 272A, Federal Cash Transaction Report is required to be filed for the Medicaid Cluster
every quarter, indicating the correct amount of grant awards and the cumulative amount of cash drawdowns.

Effect — Amounts represented to the federal awarding agency were misstated.
Questioned Costs — None

Recommendation — The completed PSC 272 should be independently reviewed by someone other than the
preparer and verified with supporting documentation.

Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Kansas Department of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — The CMS 64 expenditures reported by SRS are ‘
changed by CMS after the PSC 272A is filed. SRS uses the most accurate data available and the PSC 272A
is closed by CMS after it has been submitted to them. Therefore, there is no way to report the final
expenditure total on the PSC 272A.

Follow-up — SRS has implemented new procedures to define the processing steps to be taken by federal
financial reporting staff to prepare reports. The agency sent a letter to federal representatives on October 7,
2005 informing them that SRS had modified procedures to include the review and certification of reports by
the supervisor of the individual who prepared the report. The new procedures were sent with the letter.
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Finding No. 04-5
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — The biennial review of the ADP risk analysis and system security involved in the administration
of the Medicaid program was not performed in Fiscal Year 2004 as required.

Criteria — According to the Special Tests and Provisions section of the Office of Management and Budget's
Compliance Supplement, "State agencies must establish and maintain a program for conducting periodic risk
analyses to ensure that appropriate, cost effective safeguards are incorporated into new and existing systems.
State agencies must perform risk analyses whenever significant system changes occur. State agencies shall
review the ADP system security installations involved in the administration of HHS programs on a biennial
basis. At a minimum, the reviews shall include an evaluation of physical and data security operating
_procedures, and personnel practices. The State agency shall maintain reports on its biennial ADP system
security reviews, together with pertinent supporting documentation, for HHS on-site reviews."

Effect — Critical reviews of the ADP system are not being completed and therefore any problems or errors
with the system could go undetected. Also, noncompliance with HHS's guidelines could result in a loss or
decrease of funding from the grantor agency.

Questioned Costs — None

Recommendation — We recommend that the Agency implement procedures to ensure that at the minimum, a
biennial review is completed of the ADP system. Although a review of the outside Medicaid processor
following Statement on Auditing Standards No. 70 (SAS 70) has been performed by an independent party,
the SAS 70 review of the ADP system alone is not adequate for compliance with HHS' guidelines.

Auditee Contact — Mary S. Hoover, Chief Aundit Executive/Director, Kansas Department of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — In the fall of 2004, the Office of the Inspector
General conducted a comprehensive risk analysis and review of system security regarding the interchange
MMIS operated by EDS. The review also included the Maxstar Eligibility Determination Tracking system
operated by Maximus Inc. The findings and recommendations identified by the OIG are currently being
addressed.

In the spring of 2004, EDS and Maximus initiated their respective HIPAA Security Assessment and

Remediation projects. These projects should be completed by the April 21, 2005 HIPAA Security
Compliance deadline. :
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These two reviews should fulfill the current requirement for conducting a risk analysis and system security
review for the Single State Audit. In subsequent years, SRS/HCP will ensure that the reviews occur on a
biennial basis. We will plan to commence this process in SFY 2006, and continue the same on a biennial
schedule.

Follow-up — The independent FYE 2004 Statement of Auditing Standard No. 70 (SAS 70) was completed by
Ernst & Young in 2005. The SAS 70 meets or exceeds all the requirements for the biennial review of the
ADP risk analysis and system security involved in the administration ofthe Medicaid program. Therefore, a
biennial review will continue to be completed utilizing an independent party following the Statement of
Auditing Standards No. 70 (SAS 70).
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Finding No. 04-6
Federal Program — Medicaid Cluster (CFDA No. 93.775, 93.777, 93.778)

Condition — During our expenditure testwork, we noted that for one expenditure of twenty-three tested, the
expenditure amount was incorrectly coded between the State-funded and Federal-funded account codes.

Criteria — Bach Medicaid expenditure is required to be allocated between State and Federal funding
according to the Statewide Cost Allocation Plan (SWCAP). The SWCAP contains the allowable allocation
percentages for each expenditure {ransaction. All expenditure transaction allocations should agree to the
SWCAP.

Effect - The Medicaid program was overcharged for an expendituré transaction.
Questioned Costs — $29,837

Recommendation — We recommend that the Agency implement a procedures that would include a dstail
review of all Medicaid vouchers by someone other than the preparer to ensure that the Medicaid program is
charged appropriately.

Auditee Contact — Mary S. Hoover, Chief Andit Executive/Director, Kansas Department of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — SRS will review current voucher processes to
evaluate the extent of the voucher control issue. Once evaluated, procedures will be formulated and
implemented to address any identified issues resulting in inadequate controls.

Follow-up — Discussions and a review of the expenditure voucher in question were conducted to determine
what corrective action steps were to be taken in the process. The Division of Health Policy and Finance
indicates that the $29,837 due back to CMS was to be adjusted on the 9/30/05 quarterly CMS 64, Quarterly
Medicaid Expenditure Report.
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Finding No. 04-7
Federal Program — Food Stamps Cluster (CFDA No. 10.551 and 10.561)

Condition — The SF-269, Financial Status Report was filed using incorrect amounts for the quarters ended
9/30/03, 12/31/03, and 3/31/04. The errors occurred because of data entry errors in the report preparation
process. Reviews of the reports did not catch the errors before the report was submitted.

Criteria — The SF-269, Financial Status Report is required to be filed for Food Stamps every quarter,
indicating correct amounts of Federal and Non-Federal shares of expenditures for the current quarter and
year-to-date.

Effect — The amounts reported to the federal agency were misstated. Errors of this kind could result in future
loss of funding.

Questioned Costs — None,

Recommendation — The completed SF-269, Financial Status Report should be independently reviewed by
someone other than the preparer and vouched to supporting documentation.

Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Kansas Department of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — Plans are underway to have the SF-269, Financial
Status Report, reviewed by someone other than the preparer to ensure accuracy of the data submitted to the
federal government. This individual will also vouch the information to supporting documentation. In
addition, we will request the Department’s audit office to perform routine audits of our federal reports to

ensure they are accurate, complete, timely and supported by adequate source documentation. '

Follow-up — SRS sent a letter to federal representatives on October 7, 2005 informing them that SRS had
modified procedures to include the review and certification of reports by the superv1sor of the individual
who prepared the report. The new procedures were sent with the letter.

-38-




STATE OF KANSAS

FOLLOW UP ON PRIOR AUDIT FINDINGS
(Continued)

Finding No. 04-8
Federal Program — Food Stamps Cluster (CFDA No. 10.551 and 10.561)

Condition —In June 2003, the State of Kansas’ (the State) Food Stamps program was notified by the United
States Department of Agriculture (USDA) that it had incurred a penalty of $1,493,379 for exceeding the
national average Food Stamp Payment Error Rate in Federal fiscal year ending September 30, 2002. The
Federal fiscal year 2002 error rate for Kansas was 11.7 percent compared to the national average of 8.26
percent, The USDA afforded Kansas the option to reinvest 50 percent of the penalty, or $746,690, in
activities designed to reduce the error rate. Kansas accepted the reinvestment option and implemented
several strategies, including simplified reporting to reduce client errors, statewide training for staff, increased
verification requirements, and mandated case review processes. The remaining 50 percent must be paid if the
State exceeds the national average error rate in both Federal fiscal years 2003 and 2004.

On June 22, 2004, the USDA notified the State that their payment error rate of 10.4 percent had exceeded the
Federal fiscal year 2003 national average payment error rate of 6.64 percent, and that if the State exceeds the
Federal fiscal year 2004 national average payment rate, a penalty will be assessed. The Federal fiscal year
2004 penalty would be in addition to paying the remaining half of the Federal fiscal year 2002 penalty.

As of June 30, 2004, the State's Federal fiscal year 2004 payment error rate was 4.88 percent, which was less
than the national payment error rate of 5.1 percent. However, the final Federal fiscal year 2004 payment
error rate was not available due to the Federal fiscal year ending on September 30, 2004 and that information
is not available until 2005.

Criteria— According to the OMB A-133 Compliance Supplement, states must maintain payment error rates
at 6 percent or lower. States “with persistent high error rates are assessed fiscal liabilities based on the
amount of benefits issued in error”.

Effect —The State could be assessed large penalties, in excess of $1 million, to be funded with State monies.

Questioned Costs — Tentative questioned costs $746,689; additional potential questioned costs (penalties)
are unknown.

Recommendation — We recommend that the State of Kansas implement procedures that will address and
decreased the payment error rate as to avoid future penalties from the USDA.
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Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Department of Social and
Rehabilitation Services, Office of Audit and Consulting Services

Agency Response/Corrective Action Plan (Unaudited) — The Department has been involved in a number of
activities to decrease the payment error rate since it first became aware of it in FFY 2003. The Department
is on target to fall under the FS national average paynient error rate for FFY 2004, Through the month of
June (the most current federal review month), the State’s error rate is 4.88% compared to the national
average for that same time period of 5.55%. Kansas should avoid any fiscal sanction for FFY 2004 as well
as have half of the remaining sanction from FFY 2002 waived.

The improvement in the State’s error rate is largely due to several factors mncluding:
Increased focus on error reduction,
Adoption of additional policy simplification measures inclnding simplified reporting for consumers.
Increased training and use of a supervisory case review system.
Corrective action planning resulting from operational reviews conducted by Rushmore Group. These
operational reviews, conducted in each of the SRS management arcas have provided statewide
recommendations for improvements to Food Stamp processing which should help avoid and reduce
errors in the future. The Department has taken steps to adopt many of the recommendations
including improving timeliness of disseminating information to the field and increasing use of face
to face and online training for both new and experienced staff. '

» A broader approach to corrective action planning is in place due to Regional reorganization. All
regions have specific organizational structures in place to focus on performance improvement and
outcomes.

o The Department has also formed a charter team on Performance Improvement which will focus on
outcome and performance measures across the entire agency.

In addition the Department has set a payment error rate goal of no more than 5% for FFY 2005 to continue
progress made and qualify for waiver of the remaining half of the FFY 2002 fiscal sanction.

Follow-up — Kansas' official final error rate for Federal fiscal year 2004, after stratification, etc. was 5.11
percent. The national combined error rate for 2004 was 5.88 percent, placing Kansas well below the national
average. In fact, Kansas ranked 15th among all states. This represented a major improvement in payment
accuracy from the 10.45 percent combined payment error rate of Federal fiscal year 2003. Improvement was
achieved in both under-payments (from 2.41% to 0.95%}) and overpayments (from 8.04% to 4.16%). This
was accomplished at the same time that food stamp participation increased by 5.6 percent. The validated
negative error rate also improved from 6.13 percent in FFY 2003 to 3.43 percent in FFY 2004. This placed
Kansas below the national average for negative error also, ranking 21st among states.
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Because of its accomplishment, Kansas was awarded a high performance bonus of $861,132 in 2004 for
ranking second among all states in improved payment accuracy. Kansas was also awarded a Pinnacle Award
for exemplary performance in improving payment accuracy and increasing consumer access and
participation in the Food Stamp Program at the Tri-Regional Food Stamp Directors® Conference in June
2005. These awards reinforce the progress the state has made in improving payment accuracy and consumer
access., ‘
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Finding No. 04-9
Federal Program — Rehabilitation Services - Vocational Rehabilitation Grants to States (CFDA No. 84.126)

Condition — For four of the twenty-three participants selected for testing (or approximately 17.4%), the
length of time between the participant’s application date and the date of the eligibility determination, as
shown on the participant’s certificate of eligibility, was greater than the maximum of sixty days.

Criteria — The Office of Management and Budget (OMB) Compliance Supplement stipulates that an
individual applying for federal aid under the Vocational Rehabilitation program must receive notification of
eligibility within sixty days of his/her grant application date.

Effect — Individuals eligible to participate in the program may not receive benefits in a timely manner.
Questioned Costs — None

Recommendation — Vocational Rehabilitation Services (the Agency) should establish agency policies related
to monitoring individual eligibility notification to ensure that the federal guidelines on eligibility are met. In
some instances, the results of the required mental and physical examinations that are required in order to
determine eligibility are not received timely so the Agency can process the application in time. In these
cases, complete and dated documentation as to why the application was not processed in time should be kept
in the participant’s file.

Auditee Contact — Mary S. Hoover, Chief Audit Executive/Director, Kansas Departmeﬂt of Social and
Rehabilitation Services (SRS), Office of Audit and Consulting Services '

Agency Responsel/Corrective Action Plan (Unaudited) — In response to the alid_it finding regarding the
timeliness of eligibility determinations, Rehabilitation Services (RS) will undertake the following corrective
action:

1. This issue will be discussed with Regional RS Program Administrators at their April 2005 meeting.
The Program Administrators will then provide guidance and direction to their counselors when they
conduect their next Regional staff meetings.

2. This issue will be discussed by the Central Office Administrator for Policy, Program Development
and Evaluation during annual policy training meetings held in Regions throughout the state. These
are scheduled to begin in April 2005.
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In addition, Rehabilitation Services has already established a process on our Kansas Management
Information System (client case and fiscal tracking system) related fo timeliness. Counselors receive
reminder notices prior to the expiration of the time standard. Counselors also use the system to document
extensions to the time standard, including the client's agreement. Performance on timeliness standards 1s
also monitored monthly in the RS Key Indicators Report, which is a performance evalnation and
management tool used by all RS management (central and regional).

Follow-up — The issue was discussed at the staff and training meetings as described in the prior year

corrective action plan. The Agency also established the process described in the previous paragraph relating
to timeliness.
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Finding No. 04-10

Federal Program — Special Supplemental Nutrition Program for Women, Infants, and Children (WIC),
CFDA 10.557

Condition — Bight of the twelve files selected for testwork lacked adequate documentation to support that a
complete management evaluation had been conducted in accordance with the OMB Compliance
Supplement. These eight files contained documentation of an abbreviated monitoring visit with no written
approval from the United States Department of Agriculture (USDA) to support that such evaluations were
adequate in the year of conversion to a new computer system.

Criteria — Per the OMB Circular A-133 Compliance Supplement, State agencies must establish an ongoing
management evaluation system which includes at least the monitoring of iocal agency operations, the review
of local agency financial and participation reports, the development of corrective action plans, the
monitoring of the implementation of corrective action plans, and on-site reviews. The on-site reviews of
local agencies shall include evaluation of management, certification, nutrition education, civil rights
compliance, accountability, financial management systems, and food delivery systems.

Effect — Local agencies may not have been properly monitored and evaluated.
Questioned Costs — None

Recommendation — The State needs to implement a procedure to insure that adequate documentation of
management evaluations of local agencies is kept and if such documentation is not available due to other
reasons, such as a computer system conversion, then written approval from the USDA must be obtained
and kept for referral.

Auditee Contact — David Thomason, Director, Kansas Department of Health and Environment — Nutrition
and WIC Services

Agency Response/Corrective Action Plan (Unaudited) — This finding relates to a USDA verbally approved,
one-time authorization to modify Local Agency Management Evaluations during the roll-out of the new
KWIC Management information System. The modification included a series of questions and reviews of
certain files and/or iterns at the Local Agency during an onsite visit by State Agency staff. The authorization
and modification expired with the conclusion of roll-out. The only corrective action to this finding would
be to secure a written rather than verbal approval from USDA. Because Kansas will never again implement
business practices as radical as the current move from the old paper-based process to the new computer-
based process, it is anticipated that no modifications to Management Evaluations will be necessary in the
future.
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Follow-up — No additional changes were made to the KWIC information system since the roll-out in 2004,
nor are there any changes planned. However, for any future information system changes that would require a
modification of subrecipient monitoring processes, the State will secure written approval from the USDA
before any modifications are made.
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Finding No. 03-10

Federal Program — Disability Insurance/SSI Cluster (Disability Determination Services), CFDA No.
96.001/96.006)

Condition — In October 2002, the Social Security Administration’s Office of the Inspector General
performed an audit of the State of Kansas’ Disability Determination Services program. This review cited
known questioned costs of $201,218 related to unallowable costs, which have been refunded to the
Social Security Administration, and disputed questioned costs of $4,923,606 related to indirect costs
inappropriately charged to the program.

Cause — According to the Office of Inspector General, the questioned costs were caused by “Incorrect
indirect cost allocations, inappropriate non-SSA work cost charges, and inaccurate other nonpersonnel
costs.”

Effect — The State of Kansas has refunded $201,218 of the unallowable costs to the Social Security
Administration. The disputed questioned costs related to the indirect costs are currently under appeal
with the Department of Health and Human Services (HHS).

Questioned Costs — $201,218 known questioned costs, $4,923,606 disputed questioned costs
Recommendation — The State should implement the procedures recommended by the Office of Inspector
General to ensure future unallowable costs do not occur. The State is currently awaiting the outcome of

their appeal to HHS regarding the indirect costs

Follow-up — As of May 2006, the State is still awaiting the outcome of their appeal to HHS regarding the
indirect costs.
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